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Ideas from leading experts in financial planning

Insurance Sales in the World of CPAs
by John P. Napolitano, CPA/PFS,
CFP, MST

WHAT’S INSIDE
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The 1999 AICPA National Investment
Planning Conference: An Overview

San Francisco’s Palace Hotel was
the site of the 1999 AICPA National
Investment Planning Conference on
May 20 and 21. This article high
lights a few of the presentations.
Others are described in more detail
in this newsletter.

4

How Advisers Will Succeed
in the Next Millennium

Four trends promise opportunities to
the investment adviser. Phyllis Bern
stein, CPA, PFP director, explains the
trends and the strategies that invest
ment advisers can use.

6

Building an Investment Advisory
Service

A critical question is whether to build
an investment advisory service your
self or look to a turnkey provider.
Dean Mioli, CPA, PFP technical
manager, highlights the issues.

7

Optimization—Friend or Foe
Optimization can enhance the invest
ment adviser’s service to clients if the
adviser uses this technique wisely.
Sarah Phelan, JD, PFP technical
manager, reports on how analysis and
intuition can help the adviser and
client.

States That Allow Commissions
For a list of states that allow CPAs
to accept commissions, visit the
AICPA Web site (www.aicpa.org).

The CPA may better meet the standards
of objectivity and integrity by providing
guidance on insurance to clients rather
than referring them to agents who are
limited to selling specific products. This
is the opinion of John P. Napolitano,
CPA/PFS, CFP, MST, who, in the follow
ing article, advises planners to consider
continuing their education about insur
ance to assure clients that they’re
receiving guidance from an informed
adviser. This article, which appeared in
Massachusetts CPA Reviewonline, is
reprinted with the permission of the
Massachusetts Society of Certified Pub
lic Accountants, Inc.

decide whether to offer insurance ser
vices to your clients. Do you realize you
already have been faced with the question
of objectivity?
“Clients expect objectivity, integrity
and experience from their CPA . . ..”
How many times has a client come to
you with an insurance illustration and
asked if it was a good deal? How many
times have you spent hours reviewing,
comparing and reading, only to come up
with a bill for which you can’t realize
100% of the time charge? Or did you sim
ply refer the client to your buddy at the
large AAA insurance company, because
Continued on page 2

TRENDWATCH

Company doors are opening to finan
cial planners as employers strive to
meet employees’ demands for invest
ment education. Qualified plan partici
pants invest more money more aggres
he rules have changed. Unless you
sively as they gain a better understanding
live outside our little world of CPA
of financial markets. This is the finding of
practitioners, you already know
a recent survey by Buck Consultants,
that contingent fees and commissions no
Secaucus, New Jersey. The survey also
longer are “banned in Boston.” Yup, it’s
found that employees preferred personal
OK for licensees to get the licenses and
contact with financial professionals to
registrations necessary to accept commis
written or recorded materials. Planners
sions. Of course, these rules have limita
can knock on these doors by asking cur
tions with respect to most attestation
rent clients, especially those who own
engagements. But, for tax, PFP and many
their own businesses. If you don’t have
other types of clients, you can go toe-tosmall business owner clients, be alert for
toe with Merrill Lynch or Prudential for
complaints by clients about their employ
your clients’ assets.
er-sponsored plans. Other ways to gain
access are by talking with friends and
For this discussion, we’ll zoom in on
acquaintances outside your practice and
the practitioner’s advice about insurance.
seeking referrals from other professionals.
Life insurance specifically seems to be
. You can go toe-to-toe with Merrill
Lynch or Prudential for your clients’
assets . . . .”

T

the area that causes CPAs the most frus
tration, and it may not get easier as you

Diane E. Picard, "Opening Doors,"
Financial Planning, May 1999, page 173.
Continued on page 2
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TRENDWATCH
(continued from page 1)
The Russell 1000 is a better bench
mark for large-cap stocks than the
Dow or the S&P 500. New York-based
New Millennium Advisers undertook a
study to identify the major index of the
U.S. stock market that best represents
large caps as an asset class. Using ten
criteria. New Millennium concluded
that the Russell 1000 is a superior mea
sure to the S&P 500 in breadth (num
ber of holdings and aggregate market
capitalization), consistency, objectivity,
economic sector diversification, market
capitalization, continuity of market
capitalization, domicile issues, and per
formance. The two measures are equiv
alent in risk composition and growth
and value indexes.
C. Michael Carty, "Measure for
Measure," Financial Planning, May
1999, page 134.

Mutual fund performance figures
overstate results. Consequently, Rep
resentative Paul Gilmour (R-Ohio) has
submitted HR 1089, the Mutual Fund
Awareness Act of 1999. The bill would
direct the SEC to revise federal regula
tions governing mutual funds to require
"improved methods of disclosing, in
investment company prospectuses and
annual reports, the after-tax effects of
portfolio turnover on investment com
pany returns to investors." Gilmour
introduced similar legislation to the
105th Congress. However, this bill
seems to be gaining bipartisan support.
Ken Rankin, "Legislation Aims at
Taking on Mutual Fund Shell Game,"
Accounting Today, April 26-May 9,
1999, page 18.

The SEC has developed its own
mutual fund cost comparison calcu
lator. You and your clients can com
pare the costs among various mutual
funds including no-load and front-end
sales charge funds. The calculated fees
include payments made when the
account is opened or closed and the
operating expenses. The URL is
www.sec.gov/mfcc/mfcc-int.htm.
Continued on page 9
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Insurance Sales
Continued from page 1
insurance isn’t what you do? Was that
referral objective? Does the agent rep
resent several companies (all insurance
agents will tell you they do, but few
really do in practice), or is he or she an
agent who refers clients to you?

Clients expect objectivity, integrity
and experience from their CPA. Objec
tivity and integrity run hand in hand.
Objectivity means that your advice on
insurance matters is uninfluenced by
compensation of any kind. You will not
limit your advice to a specific company
or a captive agent of a certain company.
Simply referring an agent to a col
league, friend or client is not objective
if you know that agent has product lim
itations due to his or her general agency
or broker-dealer relationship. Integrity
means more than the fact that you
would buy this product yourself. It
means the client’s goals and objectives
come first, not your need. This is true
whether it generates a commission or
simply maintains a relationship with a
certain agent who is a good referral
back to you.
Most CPAs do not have extensive
insurance experience. Yet, how many
times have you seen the work of an
insurance agent and had different ideas
about how the situation might have been
handled? How many times have your
clients been sold a permanent policy for
the sake of commissions rather than
covering a calculated insurance need?
Hey, folks, we are CPAs and are highly
educated. We passed a rigorous exam to
earn our licenses. If the large insurance
companies are willing to train anyone
with a pulse, and do so with a moderate
degree of success, why can’t we?

Enough of that. It is time for you to
step up to the plate on these issues. To
get the experience fast, go to school.
Take some CPE courses on point.
Enroll in Chartered Life Underwriters
(CLU) school. Study the material well.
Get a license to sell insurance.
Your decision on how to be com
pensated should not have an impact on
how you give this advice And your
choice of how to be paid for the work
does not need to wreck your objectivi
ty, integrity or knowledge.

Counterpoint
The CPA who is not licensed to sell insur
ance can direct the client to no-load and
low-load products. Such products can be
in the best interest of the client in certain
situations.
—Phyllis Bernstein. CPA. director. PFP

Start by determining the client’s real
needs. Heady stuff this is not. It is quite
quantifiable, with tons of software
packages to help you. Most Internet
providers and insurance companies
even have free software to determine
insurance needs. Determine the time
frame or duration of the need. Educate
the client about the different types of
coverage, from term to variable life.
Draw down to which type best fits your
client’s situation and see to it that he or
she gets the coverage needed.
In the old days, the CPA PFP practi
tioner would simply refer the client to a
buddy at Old Boys Life. Buddy would
sell the coverage, you would collect a
fee from the client, and Buddy would
get the commission. Ballgame over.
Little did you know, however, that
Buddy sells only Old Boys Life,
because he has a career contract with
Old Boys that prohibits selling other
companies’ products. Your great objec
tive work just went down the tubes
because of Buddy’s limitations, which
you never fully understood anyway.
Whether you get a license to sell or
not, taking just one more step would
Continued on page 3
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provide a far greater service to the
client. That step would be to begin the
shopping and make specific recom
mendations on companies. Sure
Buddy’s company may be one of those
selected but not the only one. In fact,
it’s likely that Buddy won’t even be the
only agent shopping the case.
Next, tell the client where to buy the
coverage: direct from the company;
from an agent or broker; or from you,
the CPA. If you are inclined to get a
license, odds are that the client will
love for you to implement the insur
ance and even get the commission!

Clients want simplicity and they
value your objectivity and integrity.
Handled and researched properly, your
clients also will conclude that you are
the most informed adviser they have
ever dealt with about life insurance
matters. If receiving commissions for
insurance isn’t right for your firm just
yet, make sure you’ll collect on the
time you spend and hope that the agent
they eventually work with is not from
the CPA firm next door! ♦

Authoritative Guidance on
Working with Other Advisers
Guidance for practitioners who
choose to work with insurance
agents and other advisers in provid
ing services to clients is given in the
Statement on Responsibilities in
Personal Financial Planning Prac
tice No. 2, “Working With Other
Advisers.” Of particular note is
paragraph 11, which says

When recommending an
other adviser to a client, the
CPA should communicate to
the client the nature of the
work to be performed by the
other adviser and the extent to
which the CPA will evaluate
that work. Such communica
tion should ordinarily be in
writing.
A practical example of working
with an adviser is provided in appen
dix A of the Statement on Responsi
bilities in Personal Financial Plan
ning Practice No. 3, “Implementa
tion Engagement Functions and
Responsibilities.” Both of these
statements are in the 1998-1999
PFP Practice Handbook.
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The 1999 AICPA National Investment Planning
Conference: An Overview
■ A superior selection of fairly
he general and concurrent ses
priced, high-quality investment options.
sions at the 1999 AICPA National
Investment Planning Conference
■ An appropriate level of control.
covered a variety of technical topics,
The Internet will give investors a
such as optimization, asset allocation,
much better sense of control and access
mutual fund selection, understanding and
regarding their advisers, Leemon said. It
using hedge funds, and tax-efficient
will not eliminate the need for advisers,
investing. Others dealt with compliance
however, because a huge segment of
and practice management issues, such as
wealthy investors will continue to want
fee-only vs. commissions, using turnkey
the help of advisers rather than do it
managers or building the practice your
themselves.
self, managing client expectations,
understanding the impact of the Internet,
The Psychology of Money
and marketing. Here are highlights of a
Boomers’ expectations, Leemon said,
few of the sessions.
are that they can have it all. Advisers who
help them break the investor compromise
Looking into the Future
and get it all are the advisers who will
Kicking off the conference, Daniel O.
gain their business. A key part of their
Leemon, chief strategy officer for the
expectations is a beneficial relationship
Charles Schwab Corporation, San Fran
with their advisers. Helping advisers to
cisco, spoke about “The Unprecedented
strengthen that relationship was the
Opportunity of Investment Manage
objective of another conference speaker,
ment.” The future of the financial ser
James W. Gottfurcht, PhD, president of
vices industry, Leemon said, is the baby
Psychology of Money Consultants, Los
boomers. Schwab estimates that total
Angeles. Gottfurcht is a clinical psychol
U.S. investable assets will grow by 50%
ogist who has developed an approach to
during the next five years and boomers
understanding client expectations and risk
over age 45 will account for 90% of that
tolerance. Gottfurcht’s approach is built
growth. Competition for these assets will
on the belief that the way we think about
be fierce. Capturing their business will
money is shaped in childhood by two
require understanding what they want,
things: how our parents or caretakers
which Leemon says is everything.
respond to our handling of money and
how they behaved with money. All of us
Currently, full-commission brokers
have some irrational financial behavior,
control about 34% of investable assets,
Gottfurcht said, that fits somewhere on a
while fee-based investment managers and
continuum with “prosperity thinking” at
financial planners control 11%. The afflu
one end and “poverty thinking” at the
ent owners of the assets, although gener
other. Prosperity thinking means to align
ally dissatisfied with their full-commis
your thoughts, feelings, and attitudes
sion brokers (they see the brokers as
toward abundance, confidence, and gain.
pushy, expensive and inconsistent), con
Poverty thinking refers to aligning your
tinue to accept the brokers’ services
thoughts, feelings, and attitudes toward
because they haven’t found a better
scarcity, fear and loss.
option. This “investor compromise” waits
to be broken, said Leemon. To break it,
Gottfurcht showed conference partici
advisers must position themselves for
pants how to use his “psychology of
full-service investing by offering
money communication model” to over

T

■ Objective, fee-based management
that puts customers’ goals above all other
concerns.
■ A personal, attentive relationship.
■ A wide array of research and
information from several sources.
■ Internetand
enhanced services.

technology-

come poverty thinking. He also dis
cussed the traps clients (and planners)
sometimes use to sabotage financial suc
cess. Finally, he introduced his “psychol
ogy of money profile” and some of the
skills that help advisers and clients to
understand risk tolerance and clarify
their financial expectations.
Continued on page 5
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How Advisers Will Succeed in the Next Millennium
by Phyllis Bernstein, CPA, Director, PFP
demand for financial advice. The issues
uss Allen Prince, an accom
related to financial planning are too com
plished author and an expert on
plicated to deal with over the Internet.
the financial behavior of the
For example, generation-skipping trusts
affluent, spoke about his recent survey,
are not bought on the Internet. More than
which can help advisers uncover best
that, a 1998 Prudential study of 293 afflu
practices. He surveyed 1,207 people
ent
investors found that 60% of their
from the advisory community—fee- or
portfolios are professionally managed
commission-based providers of finan
and 40% are self-managed. But in June
cial services from all disciplines. In
1998, when the market bumped, those
addition, he surveyed 897 affluent
same affluent people put more money to
investors (defined as people with $1
be managed with advisers, from 60% to
million in investable assets). Prince did
73%. Why? A 200-point rise in the Dow
this work as part of the Advisor 2000
is as scary as a 200-point drop. Issues
program of Prudential Investments.
came into their minds and they realized
they needed help-not just on the techni
Trends
cal problems. They needed to understand
all the issues and to know how an invest
Based on his findings, Prince con
ment choice affects their lives. This leads
cluded that four trends will shape the
to what has been called the x-factor,
future of the investment advisory busi
chemistry, or rapport between adviser
ness.
and client. People need reassurance and
1. Growth of the upscale market.
help in sorting out issues from someone
According to a Merrill Lynch 1998 Gen
who can explain the options and their
esis study, wealthy people have $17 tril
implications. This will make the adviser
lion in assets under management. This
indispensable.
amount will grow to $23 trillion in 2000.
From the perspective of a fee-based
adviser, this represents a professionally
Strategies for Success: Best Practices
managed revenue stream of $200 billion
Prince identified six strategies that
plus. In addition, the baby boomers will
can help advisers to benefit from the
inherit $10 trillion from their parents.
opportunities offered by the trends:
This transfer also represents an excellent
opportunity for many advisers.
Strategy 1—Lucre (focus on the
affluent).
Money is not really represent
2. Technology. Technology is going
ed
in
the
affluent market. Eighty per
to be the biggest asset in your business.
cent of the IRA rollover market, which
Now, much of the expertise you need is
was $220 billion last year, is profes
on a diskette. For example, technology
sionally managed. This portion is out
takes asset allocation (the distribution
side the $17 trillion invested by affluent
of a portfolio’s assets into different
investors and will keep growing.
asset classes) a step further, incorporat
Options make up another large section
ing real estate, pensions, life insurance
of money not represented in the $17
and other types of client assets. Every
trillion. This money does not exist yet,
planning service will be augmented
but, once it liquifies, professional
with expert systems to enable you to
money management will be needed. In
upgrade your expertise to provide qual
addition, the middle market, which now
ity service to clients.
uses discount brokers and the Internet,
3. The rise of competition. In 1994,
will need to have their money profes
500,000 people had the series 6 license
sionally managed.
to sell mutual funds. This group has
Strategy 2—Learn (commit to an
been increasing at 20% annually and is
ongoing
education). There is no ques
expected to number 750,000 (a 50%
tion
that,
to be successful, you have to
increase) by 2000. This is just one indi
become adept at certain skills and keep
cator of competition.
them up. A few skills you can become
4. Indispensability of the financial
adept at are:
adviser. Electronic trading and transac
■ Technical expertise. Learn how
tions will not affect the upscale market’s

R
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to handle stock options, single stock
portfolios, charitable remainder trusts
and exchange funds. Remember, how
ever, that all the technical expertise in
the world will not make you a success if
you are unable to communicate.

■ Marketing. You have to reach
the right people and understand what it
will take for them to decide to work
with you.

■ Practice management. A prof
itable investment advisory business is
different from a profitable accounting
business. The biggest distinction is that,
in the former, clients have an ongoing
example of your expertise—their port
folios. When you are working with peo
ple on portfolios, you are managing
what they expect to get out of that rela
tionship, which is different from a tra
ditional accounting practice.
You can continue your education in
many ways including going to confer
ences and attending study groups. Peo
ple who attend high-level conferences
have proven to be significantly more
successful—in revenue generation and
profitability—than those who do not.
People who were part of study groups
have been eight times more profitable
than people who have not.

Strategy 3—Loyalty (building strong
client relationships). The key to running
a high-end advisory practice success
fully is to create very loyal clients.
What percentage of your clients refers
business to you? How many new clients
will you get from existing clients?

How many times when a new client
is talking about financial planning or
investment advising do you give him or
her the same pitch about what you are
about and what you do that you give to
anyone walking into your office?
One concept, known as the high-networth psychology, is a systematic
process for building up client loyalty by
understanding what clients are looking
for, what their agendas are and how to
tie what you do to their agendas. With
this system, advisers have increased
fee-based business by 17%, tripled the
number of referrals, and increased clos
ing rates by at least a third.
The most effective way to obtain
PFP DIVISION

more affluent investor-clients is through
personal introductions from loyal
clients. To do this, you need to deal
with exceptionally satisfied clients. A
personal introduction differs from a
referral. In a referral, the client gives
you some names of people and allows
you to use his or her name to approach
them. In a personal introduction, how
ever, the client, the adviser, and the
client’s friend meet. If the meeting is a
dinner, for example, the adviser has two
roles: to pick up the check and to listen.
The client does the selling. The other
person is going to start the process with
the adviser.

Other key marketing strategies are
referrals from other professional advisers
and focused one-hour seminars with five
or six people in a small intimate sur
rounding that fosters interaction. In the
seminar, you introduce an idea to spark
an interest, not to educate. The goal of
the focused seminar is to have a one-onone meeting with the client later.
Strategy 4—Limits (running a busi
ness efficiently and effectively). How
many of us know what we do well or
badly? How many know the things we
do badly from a business perspective?
By setting limits in a practice, you can
spend your time on what you do well
and make sure you are not distracted by
those things you are not doing well.
You need people who work well
with people. You can outsource all tech
nical expertise to a large extent in the
investment advisory business, but you
need to communicate that technical
expertise to the client. That has to be a
core quality of the firm.

How much time do you actually
spend interacting with clients-on the
telephone or in person? The industry
norm is 35% to 40%. Advisers who
spend 60% or more of their time inter
acting with clients generate three times
more revenue than do other advisers.
One adviser, for example, meets
with his biggest clients every month or
so for breakfast, not to discuss the port
folio or to ask for more business but
rather to talk. In one conversation, it
came up that the client had a $500,000
CD coming due the next month. That
year, as a result of the kind of casual
conversation that takes place with fre
quent client contact, the CD did not roll
over as it had in past years.
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Strategy 5—Leverage (partnering
with financial institutions). A new trend
in the financial advisory world is the
value-added wholesaler. Mutual fund and
investment companies want to help you
become more successful. Prudential's
Adviser 2000 program and. Richard Sin
cere of Sincere & Co., Holliston, Massa
chusetts, are examples of programs and
people who can show you how to do
business more effectively, how to market
more effectively, and how to find and tar
get the more affluent client.
You can take advantage of those pro
grams, looking carefully at the quality
of the products they provide in relation
to your fiduciary responsibility. If there
is a tradeoff, you have to decide what is
best for the client. By taking advantage
of such programs, you can improve
your business dramatically.

Strategy 6—Life (finding the right
balance). Most people say they are

Conference

working too hard and complain about
all the things they missed. Ninety-six
percent of all advisers feel stressed.
One reason is they are not running their
businesses efficiently and they are not
finding the clients they want. Other rea
sons are they are not taking advantage
of alliances with companies that can
help them or they are not really work
ing with affluent clients.
The idea is to run your practice so
you do not have to do everything. You
can take advantage of the practice and
marketing support offered by financial
institutions. ♦

Author’s note: The AICPA does not endorse any
particular financial services firm, product or ser
vice. However, we do want members to learn
about what is available in the marketplace and
where they can get help. For information about
the Prudential 2000 Adviser Program, contact
973-367-7000 and about Sincere and Associates,
contact 508-429-2595.

ative strategies, and market, industry and
proxy basket hedges.

Continued from page 3
After Gottfurcht’s presentation, the
conference broke into concurrent ses
sions, most of which were taped and are
available (see list on page 12) and some
of which are summarized by attendees.

Single Stock Risk Management
Among the concurrent sessions was
“Single Stock Risk Management” pre
sented by Carmen Greco, vice president
and strategist in equity derivatives at
Goldman Sachs, New York. Greco point
ed out that the value of unrestricted stock
options has increased dramatically over
the last several years, reaching $10.6 bil
lion in 1998. Options are becoming a larg
er part of executive compensation. In
1998, 36% of more than 200 U.S. compa
nies went to shareholders for approval of a
new or amended stock option plan. Greco
underlined the risk associated with these
options with graphics demonstrating the
“possible decoupling” of the single stock
and the overall equity market. She then
discussed the following alternative strate
gies for providing stock owners with cash,
diversification, stock price protection or
deferrals of capital gains taxes: selling
stock, borrowing against stock, shorting
against the box, exchange funds, equity
swaps and performance exchanges, deriv

Municipal Bonds
The focus of “Municipal Bonds: An
Anchor to Windward,” presented by
Sharon B. Parente, managing director of
Warburg Pincus Asset Management, New
York, was the municipal bond market. She
demonstrated the changing supply of and
demand for municipal bonds by using
charts. In one, she showed not only the
increase of total outstanding municipal
securities, but also the increase in these
holdings by the household sector and by
mutual funds, money market mutual
funds, and closed-end funds. Municipal
bonds, said Parente, trade in a negotiated
marketplace. As a result, there are many
different prices for the same bond. Com
petitive price execution, however, can
result in huge cost savings that are passed
through to individual clients.

Looking Ahead
Upcoming conferences also will
cover many of the topics that interest
investment advisers. Although invest
ment planning is not the primary focus of
the AICPA PFP Technical Conference
scheduled for January 10-12, 2000 in
New Orleans, some of the sessions
should interest investment advisers.
Planner will provide more information
when it’s available. ♦
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Building an Investment Advisory Service

more personalized attention as their
investable assets grow.

by Dean Mioli, CPA, Technical Manager, PFP
■ Where do I want to be in three to
he “Build It Yourself Panel” at the
five years?
1999 AICPA National Investment
Planning Conference provided
Doyle said that in addition to answer
participants with useful information
ing the above questions his due diligence
about setting up their own investment
process included speaking to others in
advisory services practices.
the business, testing software, and con
tacting TAMs.
The panel consisted of practitioners
whose firms built their own practices
rather than use a turnkey asset manage
Setting Up Systems
ment (TAM) provider. Lyle K. Benson,
Put simply, the activities of an invest
Jr., CPA/PFS, CFP, of L.K. Benson &
ment adviser come under three functions:
Company, PC, Baltimore, moderated the
gathering assets, managing assets and
panel, which included practitioners with
administering assets. The first two are
varying levels of experience in invest
what
you should concentrate on. Asset
ment advisory services: Robert K. Doyle,
administration is where the “do it your
CPA/PFS, of Spoor, Doyle & Associates,
selfer” is most likely to stumble. Levy
PA, St. Petersburg, Florida; Beth Gamel,
and Gamel both strongly advised putting
CPA/PFS, of Pillar Financial Advisors
a system in place at the start so someone
Lexington, Massachusetts; and Steven I.
other than you can handle client calls for
Levey, CPA/PFS of Gelfond Hochstadt
money transfers and other routine tasks.
Pangburn & Co., Denver, Colorado.
A well-trained assistant to deal with such
Many CPAs start an investment advi
matters is an invaluable asset.
sory services business because their
Preparing quarterly reports, Gamel
clients ask for help with their invest
said, is like “having four busy seasons.”
ments, said Levey. CPAs, as trusted
If you provide reports to all clients every
advisers, can leverage their client rela
quarter, the reports can be a “scourge."
tionships.
Her firm spends weeks reviewing perfor
Doyle pointed out that starting an
mance results and writing up individual
investment advisory practice is time
commentary for the quarterly reports. An
intensive and can be costly. You have to
option is to stagger quarterly report pro
register as an investment adviser with your
cessing based on when the client started
state or with the SEC, depending on the
with you. By spreading out the quarterly
amount of assets under management. In
report processing, you can work continu
addition, you most likely will set up a new
ally on gathering assets. Gamel men
entity to house the practice primarily for
tioned that back-office vendors are offer
regulatory purposes and perhaps for other
ing a solution in this area. The Internet
reasons such as ownership structure.
also is starting to offer solutions.

T

Pivotal Decision
At the outset of establishing an invest
ment advisory practice, you will need to
make a pivotal decision: Are you going to
use a TAM or do everything yourself?
Levey said some additional questions
you will need to ask yourself are

■ Do I possess the competencies to
deliver the service?
■ Can I handle the regulatory and
compliance issues?
■ Should I hire a person experi
enced in investment advising?
■ Do I want to share my fees?

■ Do I want to operate the back
office?
6
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Levey’s firm uses Centerpiece soft
ware for quarterly reports. He said that
one of his biggest mistakes when starting
out was not setting up Centerpiece cor
rectly. Other software the panelists used
are Frontier Analytics for asset alloca
tion, Omniscience for calculators and
graphic representations, FPlan for finan
cial planning and Mobius M-Search for
money manager research and selection.
Doyle and Levey originally offered
clients only mutual funds and bonds but
as their practices and clients' assets grew,
they added individual equities to the mix.
Gamel, because she takes only clients
with a minimum of $3 million of
investable assets, uses separate account
money managers. Clients will demand

Marketing Services
Levy started his practice using the
“friends & family” model until referrals
started coming in. Another way to market
to potential clients is through the local
media. Being quoted in the local paper or
writing a piece for the business section
can generate leads and help establish
credibility.

Having a Web site is the norm. It can
be a marketing tool for prospective
clients and a communication tool for cur
rent clients to help handle the sea of
client queries.

Spending time on low-profit or
unprofitable clients is bad business.
Doyle advised setting a minimum
account size and sticking to it, while
Gamel said you need to learn how to say
goodbye to clients.

Fee Structures
The questions from the audience
turned towards compensation. Doyle said
he charges a percentage of assets under
management with the first break point at
$1 million of investable assets. Gamel,
who uses a printed fee schedule but will
negotiate fees with clients when
investable assets exceed $20 million, said
the fee depends on the breadth of service.
Fees are higher, for example, for clients
receiving both sophisticated financial
planning and investment advising than
for clients receiving solely investment
advising. Levy said he charges a fee for
the “initial physical” and a percentage of
assets under management for implemen
tation and management.
Using a TAM alleviates some of the
problems associated with quarterly
report work and staffing, which is a vital
issue. If you want and or need help with
quarterly reports and regulatory and
compliance issues, it would behoove you
to interview a TAM or two to see how
they would address such issues. Eventu
ally, your investment advisory practice
will achieve a scale that will allow you to
divorce the TAM if you decided a change
was necessary. ♦
Author's note: If you have any questions concern
ing setting up an investment advisory practice,
please call the AICPA PFP team at 201-938-3659.
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Steve Leimberg's Estate Planning
The AICPA offers this excellent
presentation tool to help you
confidently plan a secure future
for your clients!
Steve Leimberg’s QuickView ’99 is a time
saving planning tool for Estate and Financial
Planners that provides and communicates
instantaneous answers to two of the most
important questions you and your clients
need to answer:

• What dispositive strategy will reduce taxes
to the lowest possible amount?
• What dispositive strategy will provide the
highest amount for heirs?

On This Leading
Software Program!

Estate Planning QuickView ’99 is a state

law-sensitive flowchart and graph-based
Windows software incorporating 1997 and
1998 tax law changes. Key benefits include:
• Clients will immediately see and understand
the urgency — and significance of action —
and proceed with your planning suggestions.

Steve and Jo-Ann Smith
Plan 13 - Jo-Ann's credit used for bypass trust;
Balance to Steve's marital trust; L.I removed from estate

• You will know in seconds what arrangement
will provide the most for your client and
your client’s family at the least possible
cost through a comparison of six major
dispositive plans.
• You and your staff will have more time —
because Leimberg's Estate Planning
QuickView '99 will significantly reduce the
time it takes to analyze multiple dispositive
plans. Calculations that would otherwise
take hours can be done without effort —
at the click of a mouse.
• Clients will see on the screen —
or in print — flowcharts, graphs, and
summaries that show the estate tax
consequences of doing nothing. They will
quickly comprehend and appreciate the
incredible difference your recommendations
can make.

Do multiple "what if" tax savings scenarios with a click of the mouse.

• You can do multiple “what if’ tax savings
scenarios and illustrate “highest to lowest”
comparisons in the presence of your client.
This “instant understanding” speeds up the
entire estate planning process.

Call to Order: 1-888-777-7077,

AICPA
ISO9001 Certified

ask for Operator ES

Incredibly Fast and Easy input with
Leimberg's Estate Planning QuickView '99
Authoritative Planning Tool by Nationally Known Specialists
QuickView ’99 was created by Steve R. Leimberg, principal author of The Tools and Techniques of Estate Planning;
co-author of Tax Planning with Life Insurance, and co-creator of NumberCruncher Software, and attorney Daniel B. Evans,
author of the American Bar Association’s Wills, Trusts, and Technology.
Here are some of the 16 arrangements that Leimberg’s Estate
Planning QuickView flowcharts, graphs, and summarizes in
one second (together with the reverse order of deaths):

• Husband Leaves all to Wife
• Husband Leaves to Credit Shelter Trust, Balance to Wife
• Husband Leaves to Credit Shelter Trust,
Balance to Wife’s Trust
• Husband Leaves None to Wife

Order Card
YES! Send me Steve Leimberg's Estate Planning QuickView '99
CHOOSE FROM 4 EASY WAYS TO ORDER:

PAYMENT METHOD:

□ VISA

□ MasterCard

□ Discover

□ Bill Me (Members Only)

□ AICPA Member No.__________________________________________
Exp.

Credit Card No.

Signature (required for credit card

2. Mail the completed order form to:
AICPA Order Dept.
P.O. Box 2209
Jersey City, NJ 07303-2209
Please be sure to provide street address. UPS cannot deliver to
post office box. When ordering by phone, please ask for operator ES.

orders)

3. Fax toll free 24 hours a day: 1-800-362-5066

Phone No.
Last Name

1. Call toll free: 1-888-777-7077

First Name

MI

4. AICPA Online Catalog: http://www.aicpa.org

Street Address
City

State

Zip

E-mail

Qty.

Product No. 016576HSES

Sales Tax: New York City: 8.25%, elsewhere in
New York State: 4% plus local tax, if applicable. In
New Jersey and Connecticut: 6%; Washington D.C.:
5.75%; Vermont: 5%; Texas: 6.25%-8.25%
@ $249.00 nonmembers
= ___________________________
depending on locality; in Nebraska, add 4.5%-6%
Subtotal _____ depending on locality. New Jersey residents do not
pay sales tax on shipping and handling.

@ $199.00 AICPA members = ___________________________

Shipping & Handling ___________________________
Shipping and Handling: Charge per product is
Sales Tax _________________
$12.50. Foreign orders are charged 30% of the

TOTAL

order for postage.
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Optimization—Friend or Foe

Making an important assumption that
turns out to be wrong is nothing to criti
cize, Lummer said. But what we could
criticize is having so much hubris as to
rely on those assumptions.

F

Software now lets planners test
assumptions with what-ifs. At least, a
planner can test the effect different
assumptions have on the performance of
a portfolio. The planner plugs in different
assumptions (for example, higher inter
national returns or high inflation) to see
what effect they have on performance.
Lummer encouraged planners even to
plug in assumptions that seem far
fetched. If software had been available in
the 1960s, plugging in double-digit infla
tion would have seemed far-fetched, if
not unimaginable. But it certainly would
have been a useful exercise.

they were getting maxi
mum return for a given
by Sarah Phelan, JD, Technical Manager, PFP level of risk. But fore
casts will never be
dead-on accurate. Plan
or the third consecutive year, Scott
ners, therefore, must lower their goals by
L. Lummer, PhD, CFA, spoke at
planning not to maximize returns but to
the AICPA National Investment
reduce risk as much as possible.
Planning Conference. His presentation,
Asset allocation controls the risk of a
“Optimization—Friend or Foe,” covered
portfolio.
Asset allocation is never going
the basics of asset allocation and optimiza
to
provide
maximum return. As a fiducia
tion. Discussing whether optimization is
ry, the planner tries to do as good a job as
on “the good side” or “the dark side,” he
possible of reaching the investor’s objec
offered guidance on “choosing your
tives while controlling risk. If intuition can
weapon,” and outlined the factors to look
add a little extra power toward reaching
at when deciding which optimizer soft
that goal, that’s fine, but that’s not the
ware to use.
planner’s primary goal. The planner wants
Lummer discussed the problems that
the portfolio to lie along the curve of the
arise when advisers use optimization.
efficient
frontier.
One of his objectives is to drive a wedge

between optimization, on the one hand,
and asset allocation on the other: The idea
of using only optimization to develop
asset allocation is part of what Lummer
sees as the overquantification of asset
allocation. He emphasized the impor
tance of assessing risk tolerance and dili
gently analyzing mutual fund styles as
well. Overquantification in these areas,
however, also causes him concern.

Asset Allocation Basics
The basics of asset allocation are part
of the Nobel Prize-winning work done
by Harry Markowitz on modem portfolio
theory (MPT). MPT tells us that portfo
lio risk decreases as the number of asset
classes increases and that, as the propor
tion of a portfolio invested in asset class
es with low cross-correlations goes up,
portfolio risk goes down. Good basic
asset allocation always will have those
two properties.

Optimization-the Friend
Optimization is a friend to the planner
and the client in several ways. It provides
a useful graphical and statistical perspec
tive on risk and return, and it determines
how close one is to the theoretical effi
cient frontier. If the planner has two
potential portfolios and is equally com
fortable with both on an intuitive level
(and both portfolios meet the two big cri
teria above: plenty of asset classes, with
low cross-correlation between them), the
planner can determine which is closer to
the efficient frontier.
Optimization is also a very good
teaching tool for clients. It is particularly
effective in showing them the relation
ship between risk and return and in help
ing them to understand the efficient fron
tier. It’s helpful in showing clients exact
ly where they want their portfolios to fall.

Sometimes, however, the product of
an asset allocation computer program
lacks those two crucial properties. This
can happen, for instance, when the range
of asset classes is small or when asset
classes only appear to have low correla
tion (when, for example, a mutual fund
manager is in reality investing in assets
that are outside of the asset classes the
mutual fund claims to invest in).

The single most important benefit of
optimization is that it allows a planner to
test the sensitivity of assumptions. Lum
mer illustrated this by looking at some
assumptions that might have been made
30 years ago about the behavior of vari
ous types of investments from that time
until now. These guesses, perfectly plau
sible 30 years ago, would have turned out
to be wrong.

If the investment adviser knows the
risks, correlations and expected returns,
then “this stuff works,” Lummer said.
But in the real world advisers don’t know
these factors.

For example, based on then-current
trends, in the 1960s, a planner might have
recommended long-term bonds as an appro
priate investment vehicle for conservative
investors. But long-term bonds have provid
ed investors with something of a roller coast
er ride during the last thirty years.

If forecasts were 100% reliable,
investment advisers could assure clients
PFP DIVISION

According to Lummer, it’s all right for
planners to guess wrong as long as they
plug in new guesses and test them. Doing
so gives planners more confidence in
their projections.

Optimization-the Foe
Optimization can be both the foe of
the portfolio and the foe of the profes
sion. Overreliance on optimization forces
a lack of intuition, which has always
played a major role in investing and is the
most critical part of the investment
process. The more an adviser relies on
data, the less he or she relies on intuition.
The adviser who uses intuition about an
optimizer’s output is in a good place.
Single-run optimizations almost never
give desirable answers because of the
many possible errors in developing the
inputs. Optimizer results are very sensi
tive to inputs, and the adviser can never
eliminate all the input errors. Thus, an
adviser can’t just put what the software
produces in front of the client.

Optimizer outputs always have to be
tweaked in order to make sense for a par
ticular client. The initial allocations that
come out of single-run optimizers are
usually underdiversified, and the opti
mizers never look at the possibilities just
below the efficient frontier. Moreover,
some of the recommendations generated
by software are counterintuitive.
Another problem with optimization is
that use of a computer can make long
term statistical data seem more certain
than it is. When we plug an assumption
Continued on page 8
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Optimization
Continued from page 7
into a computer, we tend to fool our
selves by attributing a magical quality to
the result.
Errors in optimization often result
from a few common factors, such as
■ Relying too much on short-term
data (and/or overreacting to short-term
data).
■ Using inconsistent data. Lummer
demonstrated some of the silly results
obtained using anything other than
long-term historical data.

■ Ignoring current market condi
tions.
The marketplace pressures advisers
all the time to overrely on short-term
data. However, Lummer emphasized,
“Don’t rely on short-term data in doing
asset allocation. Don’t allow short-term
data to shape your perceptions too
much.”
Why can't we get a good optimiza
tion? When we don’t know all the
inputs, we incur model risk. It’s hard to
assess model risk, but the same advan
tages of diversification would seem to
apply. Lummer recommended running
many assumptions through the opti
mization software to yield lots of poten
tial models. He drew an analogy to the
work of engineers who test equipment
and structures for stresses that have
never happened yet.

For example, in 1970, based on his
torical data, one would have estimated
that long-term bonds had less than onequarter of the volatility of a diversified
stock portfolio. What is the implication
of this assumption for a portfolio
designed in 1970? It’s bad. But advisers
had never before seen an inflation sce
nario like the one that occurred in the
mid-1970s.
The best way of coping with model
risk is intuition. “You have to have the
intuition behind the numbers,” Lummer
said.

Investors have difficulty investing in
something they don’t understand. Lum
mer called this “the number one rule of
investing”. They are uncomfortable
with black boxes; that is, they’re
uncomfortable following computers’
output blindly. This discomfort can be

8
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incredibly valuable. It keeps investors
out of traps, such as the Orange County
black-box debacle a few years back.
How does one solve the problems
associated with using optimization soft
ware? Lummer recommended using a
solid input process that includes long
term analysis, is internally consistent,
and includes current market data. He
also recommended going through a
multiscenario analysis.

Choosing Software
Several software programs do opti
mization. The basic algorithm used in
each is the same—it hasn’t changed
since Markowitz. Reasonably priced
high-quality software is readily avail
able.

While generally too much attention
is paid to superfluous features, one fea
ture that really does matter is the ability
to change a key cell (for example, a cor
relation). Ibbotson, Frontier Analytics
and Wilson offer this flexibility, but
many programs do not. Other features,
such as report writing, are much less
important. While an adviser may feel
more comfortable with results derived
using Excel, on the one hand, or Lotus,
on the other, this is not a crucial factor.

The software doesn’t make the
investment adviser, Lummer said.
Analysis and intuition make the invest
ment adviser.

Optimization and the Big Picture
An indictment against optimization
is not an indictment against asset alloca
tion or modem portfolio theory. But it’s
important to understand that using opti
mizer software, pointing and clicking,
and putting the printout in a report for a
client, is not the way to go.

That’s because optimization is only
part of the process. Asset allocation is
important and has the most explanatory
power for return differentials, but risk
tolerance assessment and controlling the
risk of the portfolio are the most impor
tant factors. This is one more way of
saying: Know your client.
Knowing your client is far and away
the most important part of asset alloca
tion. The SEC and the Association for
Investment Management and Research
(AIMR) say this is the most important.

Fund selection is the most time-con
suming aspect of asset allocation, and
client communication is the most vital
aspect, Lummer said. Particularly dur
ing a market crisis, communication is
crucial. Just telling clients, “You have a
good asset allocation. Go away and
don’t bother us” is not good enough!
Lummer noted that, while “nobody was
ever sued for being 50 basis points off
the efficient frontier,” bad communica
tions can lead to lawsuits or at least the
departure of clients.
Lummer predicted that tools will be
available in the next few years that will
enable individual advisers to say to a
client, “This Portfolio A has a 62%
chance of achieving your goal with a
worst-case scenario of leaving you with
$400,000, and Portfolio B has a 68%
chance of achieving your goal but its
worst-case scenario is that you'll wind
up with only $300,000.” Similar soft
ware is now in use for institutions.
Does this really have validity over a
30-year time frame? Lummer thinks not.

Confessions of an Optimizer User
In conclusion, Lummer presented five
recommendations that developed from
experience in areas where he has some
times erred. He encouraged advisers not
to make the same mistakes but, rather, to
follow these recommendations:
1. Don’t overrely on a best-case opti
mizer.

2. Don’t under-research funds. Be
sure the fund manager is actually doing
what the prospectus promises. Is your
“small-cap fund,” for example, holding
25% cash? To uncover situations like
this, call up the manager and ask for an
interim report.
3. Remember that you don’t have to
wait for hard evidence to act. Lummer
recommended what he called “the mar
tial law approach: Shoot first and ask
questions later.” If something smells
funny now but, on inspection, every
thing is OK, well, you can invite the
fund manager back in later.
4. Thoroughly and accurately assess
risk tolerance; don’t underassess.
5. Don’t ignore qualitative assess
ment. Lummer sees risk tolerance
being overquantified and finds that dis
turbing. ♦
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The PFP Experience
Requirement: What
Counts?

is also available on the AICPA Web site

ome practitioners mistakenly
believe that the experience
requirement to qualify for and
maintain the Personal Financial
cialist (PFS) designation is more strin
gent than it really is. In fact, however,
many CPAs are unaware that they have
the necessary experience.

S

The requirement for accreditation
is at least 250 hours of experience per
year in personal financial planning
activities for the three years immediate
ly preceding application for the desig
nation. This experience must include
some experience in each of the follow
ing planning areas:

■ Personal
process

financial

planning

■ Personal income-tax planning
■ Risk management planning
■ Investment planning

■ Retirement planning
■ Estate planning
Although a practitioner must have
experience in each of these planning
areas, there is no specific or minimum
amount of time required for any one
area. For example, a practitioner may
focus on income tax planning with
most of his or her clients. However,
in the course of providing that ser
vice to clients, the practitioner may
well address issues related to risk
management, retirement, invest
ments, or estate planning and offer
guidance to help clients plan and
reach their goals in these areas. Such
activity usually would constitute
experience in these areas.
If you’re uncertain about whether
your experience qualifies, call 201-9383659 to speak with someone who can
help you determine if you meet the
experience requirements.
More detailed information is also
available in the Personal Financial Spe
cialist Candidates’ Handbook, which you
can obtain by calling the AICPA member
satisfaction team at 888-777-7077 and
asking for product no. G00055PFP. Infor
mation about the CPA/PFS accreditation

PFP DIVISION

(www.aicpa.org).
The next PFS examination is
November 5, 1999. The registration
period is September 1 through October
8, 1999. Chances are good that you
qualify to sit for the exam and there is
ample time to get ready. Why not add to
your credentials the only personal
Spe
financial planning credential that is
exclusively for CPAs? ♦

Resources for Marketing
PFP Services
lanners can easily access a vari
ety of resources to help them
market their services on the
AICPA Web site (www.aicpa.org). A
variety of promotional materials are
available at the site. In addition to
brochures that you can adapt to pro
mote your services, there are other
resources in the PFS marketing kit that
can be downloaded in Word format.
They include:

P

■ Sample print ads that can be cus
tomized for your promotional uses.
■ Questions that potential clients
may ask a financial planner. The ques
tions can also be included, with your
responses, in promotional materials.
■ A sample radio script.
■ A seminar invitation, reply card,
and follow-up letters, designed to
accompany a speech on education fund
ing, but they can be adapted to any pre
sentation.
■ A speech on retirement funding
for the next millennium.

TRENDWATCH
(continued from page 2)
Retirement planning software
often overestimates the amount of
money needed for retirement by as
much as 20%. So say Professors Kenn
Tacchino and Cynthia Saltzman of
Widener University, Chester, Pennsyl
vania. Some people are so intimidated
by the “required" amount that they
don’t bother to save at all. The comput
er models miss the mark because they
often assume too high a rate of spend
ing in retirement.
“Will We End Up Saving Too
Much?" Kiplinger’s Personal Finance
Magazine, June 1999, page 24.

“A whole new dimension of secu
rity has been introduced to the Amer
ican workplace" with the introduction
of group critical illness plans offered at
group rates. Such plans pay a lump sum
soon after a person is diagnosed with
one of the covered critical illnesses. No
strings are attached. The lump sum of
cash is paid to survivors, who then can
spend the money at their discretion
without having to be hospitalized or
incur medical expenses. Key considera
tions in purchasing a policy include
■ Illnesses covered.
■ Amount of the lump-sum benefit
paid soon after diagnosis.
■ Cost of coverage.
■ Insurance company’s financial
stability and experience.

Cecil Lain, “A Toast to a Long and
Healthy Life," Today’s CPA, May/June
1999, page 28. ♦

■ A PowerPoint presentation to
accompany the retirement funding
speech.
■ A list of timely topics to pitch
your local media contracts.

Practitioners also market their services
by networking with other practitioners.
So while you’re at the Web site, take
some time to join the PFP forum. This
gives you a chance to learn from or
share your experiences with other prac
titioners. ♦
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Legislative Update
Continued from page 11
lated, Grassley said, the number is
increasing. An audit by the Pension Ben
efit Guaranty Corp. of plans that were
terminated voluntarily showed that the
number of people underpaid increased

from 2.8% to 8.2%. Anecdotal evidence
suggests that the number of people
receiving lump-sum distributions who
end up getting shortchanged could be
15% to 20%.

Some employers might miscalculate
pensions unintentionally because pen
sion laws are so complex, Grassley said.
During the last 20 years, the federal gov

Audiocassette Tapes for the 1999 AICPA Investment Planning Conference
01 The Unprecedented Opportunity of Investment
Management—Daniel Leemon

19 Prudent Investing and the Investment Policy State

02 The Psychology of Money: A New Paradigm for the
Financial Services Industry—James W. Gottfurcht

20 Asset Allocation—Roger Hewins

03 Optimization—Friend or Foe—Scott Lummer
04 Single Stock Risk Management—Carmen A. Greco,

Tom Sweeney
05 Turnkey Panel—Moderator—Joel Framson
06 Luncheon Address: Fee Only vs.

Commission—Phyllis Bernstein

ment—Norman M. Boone, Linda S. Lubitz

26 Tax Efficient Investing for Private Clients—John S.
Borland
27 Understanding and Using Hedge Funds—Samuel S.

Weiser

Individual Tapes

$15.00 each

Complete Set

$250.00

Nixon, Jr.

Shipping

$2.00 per tape; $10 maximum

13 How the Internet and Investment Services Evolve

Together—Brooks Fisher

nium—Russ Alan Prince

■ It would update the Older Ameri
cans Act to encourage creation of more
pension counseling projects authorized
through the act.

■ It would make these pilot projects
permanent.
■ It would create an 800 number for
pension assistance.

Deductions and Credits for LongTerm Care

Advisers—Richard Sincere
23 Mutual Fund Selection—Chris Wheaton

ning: Managing Client Expectations—William R.

17 A Look at the Economy—Tony Spare
18 Adviser 2000: Strategies for Success in the New Mille

The Grassley-Breaux bill would in
crease pension information resources to
workers in several ways:

22 Marketing Planning: A How to Approach for Investing

09 Build It Yourself Panel—Moderator: Lyle Benson
10 The Psychological Implications of Investment Plan

ernment has enacted 17 laws that require
employers to amend their pension plans
and then notify workers of changes.

Send orders to: Conference Copy Inc., 8435 Route 739,
Hawley, PA 18428; charge orders accepted by telephone
at 570-775-0580 or by fax at 570-775-9671.

Representative Nancy Johnson (RConn.) introduced HR 2102, a bill to
amend the Internal Revenue Code of
1986. The bill would allow individuals a
deduction for qualified long-term-care
(LTC) insurance premiums and a credit
for individuals with LTC needs. It also
would provide for an individual and
employer educational campaign con
cerning LTC insurance, and it would
amend Title XIX of the Social Security
Act to expand state LTC partnerships by
exempting 75% of partnership assets
from Medicaid estate recovery. ♦
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